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EDITORIAL DEPARTMENT NOTE 


Since the establishment of the new federal agencies under 
the present administration, carrying, as they do such enormous 
appropriations, the budgeting and accounting for federal re- 
ceipts and expenditures is of general importance to everyone 
and of particular importance to accountants and to those in any 
way responsible for carrying on the activities of the numerous 
federal agencies. We are pleased to publish in this issue of 
our Bulletin a paper giving the history of and an explanation of 
the operation of the budgeting and general accounting system 
of the federal government. 

J. Darlington Denit, the author of this paper, is an executive 
officer in the special commodity section of the Agricultural 
Adjustment Administration. For ten years prior to his tem- 
porary assignment with the Department of Agriculture he 
was a member of the staff of the Comptroller General in the 
Division of Investigations. In that capacity he had an oppor- 
tunity to study all phases of federal fiscal accounting. 

Mr. Denit presents here an interesting and authoritative dis- 
cussion of a very timely subject. 

We feel that our members and others will be interested also 
in the copy of the Bill, H. R. 6038, which immediately follows 
Mr. Denit’s paper. Inasmuch as Mr. Denit’s paper deals with 
general accounting in government, this Bill “to provide for the 
establishment and maintenance of a standard system of cost 
accounting and cost reports for the executive departments of 
the United States” should prove of interest, especially to cost 
accountants. 
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BUDGETING AND ACCOUNTING FOR THE 
FEDERAL GOVERNMENT 


By J. Darlington Denit, Executive Officer, 
Agricultural Adjustment Administration, 
U. S. Department of Agriculture, Washington, D. C. 


T° SPEAK on Budgeting and Accounting for the Federal Gov- 

ernment is an honor because I feel that the fiscal procedure of 
our government is of interest to us, not only because of our inter- 
est in matters of accounting generally, but more particularly be- 
cause we, as citizens of the United States, are vitally concerned 
in a fundamental principle of government. It is not often that 
the matter of accounting for the receipt, disbursement, and appli- 
cation of public funds is viewed in the light of a fundamental 
principle of government but, when we think seriously thereupon, 
it cannot be otherwise classified. I shall speak about this more 
fully a little later. 


The subject of Budgeting and Accounting for the Federal Gov- 
ernment is one about which enough might be said to keep you here 
for weeks. It is broad and affords many angles for discussion. 
However, I shall ask your indulgence tonight only in so much of 
your time as shall enable me to bring to your attention the things 
which I would like to have you think about particularly. I shall 
confine my remarks as nearly as I can to rather brief comments 
under three general headings, namely: budgeting, account keeping 
records (bookkeeping), and accounting. _ 


Proceeding then to the first general topic—what is budgeting 
for the federal government? All of us have, no doubt, read at one 
time or another printed budgets for household use. A great many 
of such budgets indicate amounts which the householder may spend 
for certain specified necessities of life under designated rates of 
income. The theory of the budget is that expenditures must not 
exceed receipts. Thus for a household whose income is fixed at 
a definite rate, expenditures for the things which must be had to 
sustain and maintain that household must likewise be fixed within, 
or not in excess of, the limited income. All of us have seen ample 
demonstration of what happens when expenditures exceed income. 
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Budgeting 


The problem of budgeting for the federal government does not 
differ fundamentally from this simple statement of the household 
budget. The expenditure of public funds must be kept within 
limits which shall not exceed receipts. We must always remember 
that there can be no spending by the government without paying 
by the government, and that the government cannot pay except out 
of the pockets of the people. 


Prior to the enactment of the Budget and Accounting Act of 
1921 there was compiled by the Secretary of the Treasury what 
was known as the book of estimates. I will not take the time here 
to recount in detail the conditions and events compelling the adop- 
tion of a National Budget. It will suffice to recall to mind the out- 
standing deficiencies under the old plan. The so-called book of 
estimates comprised a number of sections, each of which was pre- 
pared by the administrative head of the respective departments and 
establishments of the government under whose jurisdiction the 
proposed expenditures would be made. The Secretary of the 
Treasury acted merely as an agency to receive and consolidate the 
several sections into one document for submission to the Congress. 
No power was given to the Secretary of the Treasury, or to any 
other agency, to review the proposed expenditures of the several 
departments and establishments for the purpose of developing a 
revenue program equal thereto. The book of estimates as thus pre- 
pared was transmitted by the President to the Congress, where it 
was divided into sections which were referred to committees cor- 
responding to the general departmentalization of the government. 
Thus there prevailed the situation wherein governmental expen- 
ditures initiated in a department of the government charged with 
the specific business of creating an army, or of creating a navy, or 
of stimulating commerce, or of protecting labor, or of aiding the 
development of agriculture, were submitted to Congress without 
consultation with, or the approval of, the officers of the govern- 
ment charged with the burden of finding financial means through 
taxes and loans to meet expenditures and when such expenditure 
programs reached the Congress they were referred to the corre- 
sponding jurisdictional committees of the Congress whose specific 
functions were to see to the development of the army, the navy, 
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labor, agriculture and so forth. These jurisdictional committees 
of the Congress, acting separately and without complete informa- 
tion concerning the activities of one another were disposed to be 
singularly sympathetic and to accentuate the importance of the de- 
partments, bureaus, and boards which they respectively had under 
their care. 

The situation was likened by the Honorable Carter Glass during 
his service as Secretary of the Treasury to: 


A great company whose operating managers, publicity managers, sales 
managers, and purchasing department, are given carte blanche to make ex- 
penditures conceived by them to be in the interest of the development of 
the business, without consultation with or control by those officers of the 
company who are charged with the business of ascertaining its revenues and 
borrowing the money to make good their deficiencies. 


From this brief exposition, when viewed in the light of present- 
day developments, I think you will all agree that our old way of 
handling the financial affairs of our country was nothing short of 
grotesque. Out of that intolerable chaos there developed the great- 
est piece of constructive legislation ever enacted by an American 
Congress—the Budget and Accounting Act, 1921. 

The terms of the Budget and Accounting Act approved June 
10, 1921, provide under Title 2, Section 201 that: 


The President shall transmit to Congress on the first day of each regular 

session, the Budget which shall set forth in summary and in detail: 

(a) Estimates of the expenditures and appropriations necessary in his 
judgment for the support of the Government for the ensuing fiscal 
year; except that the estimates for such year for the Legislative 
Branch of the Government and the Supreme Court of the United 
States shall be transmitted to the President on or before October 
15 of each year, and shall be included by him in the Budget, without 
revision. 

(b) His estimates of the receipts of the Government during the ensuing 
fiscal year, under (1) laws existing at the time the Budget is trans- 
mitted and also (2) under the revenue proposals, if any, contained in 
the Budget. 

(c) The expenditures and receipts of the Government during the last 
completed fiscal year. 

(d) Estimates of the expenditures and receipts of the Government during 
the fiscal year in progress. 

(e) The amount of annual, permanent, or other appropriations including 
balances of appropriations for prior fiscal years available for expendi- 
ture during the fiscal year in progress, as of November 1 of such 


year. 

(f) Balanced statements of (1) the condition of the Treasury at the end 
of the last completed fiscal year, (2) the estimated condition of the 
Treasury at the end of the fiscal year in progress, and (3) the esti- 
mated condition of the Treasury at the end of the ensuing fiscal year, 
if the financial proposals contained in the Budget are adopted. 
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(g) All essential facts regarding the bonded and other indebtedness of 
the government, and 

(h) Such other financial statements and data, as in his opinion are neces- 
sary or desirable in order to make known in all practicable detail the 
financial condition of the Government. 


Under Section 202, same title, it is provided that : 


(a) If the estimated receipts for the ensuing fiscal year contained in the 
Budget, on the basis of laws existing at the time the Budget is trans- 
mitted, plus the estimated amounts in the Treasury at the close of the 
fiscal year in progress, available for expenditure during the ensuing 
fiscal year, are less than the estimated expenditures for the ensuing 
fiscal year contained in the Budget, the President in the Budget shall 
make recommendations to Congress for new taxes, loans, or other 
appropriate action to meet the estimated deficiency. 

(b) If the aggregate of such estimated receipts and such estimated amounts 
in the Treasury is greater than such estimated expenditures for the 
ensuing fiscal year, he shall make such recommendations as, in his 
opinion, the public interests require. 

The foregoing sections have been read to you so that you may 
visualize the complete financial data now made available to the 
Congress for its purpose in authorizing financial undertakings of 
the government and so that you may see also in present procedure 
the perfect antithesis to former practices. 

There are also contained in the Budget and Accounting Act pro- 
visions affording facilities to the President for accomplishing the 
tremendous task of compiling the Budget and to make most ef- 
fective the principle of true budgeting by definitely fixing control 
thereof. Notable among the latter is section 206, which provides 
that : 


No estimate or request for an appropriation and no request for an in- 
crease in any item of any such re vy: or-request, and no recommendation 
as to how the revenue needs of the Government should be met, shall be 
submitted to Congress or any Committee thereof by any officer or employee 
of any department or establishment, unless at the request of either House of 
Congress. 

The facilities made specifically available to the President include 
the Bureau of the Budget, which is authorized, under such rules 
and regulations as the President shall prescribe to prepare the 
Budget and to that end have the authority to assemble, correlate, 
revise, reduce or increase the estimates of the several departments 
or establishments. Provision is made also for budget officers for 
each department and/or establishment who shall be designated by 
and act under the direction of the head of their respective de- 


partments. 
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Through these sources the annual budget of the federal govern- 
ment is now compiled. Days and even nights of painstaking labor 
are represented by its pages. Those of you who have not seen or 
examined the Budget and have had nothing to do with its prepara- 
tion will be interested to know what it contains. 


Budget Procedure 


First, there is the President’s message transmitting the Budget. 
That is followed by new legislation proposed. Next there is con- 
tained a synopsis of appropriations recommended which is fol- 
lowed by sundry statements showing actual and estimated receipts 
and expenditures and the relationship of one to the other. Receipts 
and expenditures are classified generally into three principal 
groups, namely: General Funds, Special Funds, and Trust Funds. 
Under General Funds are included the general revenue items such 
as income taxes, miscellaneous internal revenue, customs receipts, 
certain proceeds from government-owned securities, sales of gov- 
ernment property, services, and hundreds of other miscellaneous 
receipt classifications. Special Fund items are those which prior to 
receipt are designated and set aside for certain specific purposes. 
Trust funds are, as the name implies, funds held in trust for 
definite purposes such as retirement funds, District of Columbia 
receipts, etc. 

Proposed expenditures or estimates of appropriations are like- 
wise classified under the three major headings. Against General 
Fund receipts there are charged appropriations and estimated ex- 
penditures for the many activities of our Government. Appropria- 
tions or authorizations to be met from certain designated receipts 
are charged against Special Funds and expenditures in fulfillment 
of trust obligations are charged against Trust Funds. By these 
summary statements there is established the relationship between 
expenditures and receipts. Such relationship is always shown for 
a three-year period, the prior, the present, and the ensuing fiscal 
years. From time to time the appendix of the Budget includes also 
various other summary, detailed and comparative statements on 
salaries, and other objects of expenditure. 


Following the appendix there is contained a detailed statement of 
each item for which appropriations are requested. Comprising a 
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part of each of the detailed statements is the language to be en- 
acted which is designed to particularize the purpose for which the 
several amounts may be sent. New language or changes in lan- 
guage of the prior fiscal year are evidenced by distinctive type. 
Following the declaration of authority and purpose, there is sub- 
mitted a detailed statement of expenditures proposed. Like the 
summary statements previously referred to, these detailed state- 
ments are set up on a three-year basis, and show the actual expen- 
ditures for the past fiscal year and the estimated expenditures for 
the present and ensuing fiscal years. The detail includes also an 
analysis of salaries by classification classes and grades and other 
objects of expenditure such as supplies; communication service ; 
traveling expenses ; transportation of things ; photographing ; heat, 
light and power ; repairs and alterations ; equipment, grants, etc. 
With this brief description which I hope has given you at least 
a general idea of what our Budget consists, I think there should 
be called to your attention the revised practice of the Congress in 
passing upon and enacting the receipt and expenditure program 
contained in the Budget. With the passage of the Budget and Ac- 
counting Act of 1921 the rules of the House were changed to 
center in one committee, the Committee on Appropriations which 
consists of 35 members, the exclusive authority to report all ap- 
propriations and to take from a number of jurisdictional com- 
mittees the authority then vested in them to report appropriations. 
Thus there was carried throughout in the budgetary system of the 
federal government that essential factor of centralized control. 
The Committee on Appropriations divides itself into a number of 
sub-committees to each of which is assigned a portion of the Budget. 
The segregations of the Budget for Congressional and sub-com- 
mittee consideration are by major departments and/or establish- 
ments and as printed for such purposes constitute our primary ap- 
propriation bills. By hearings and otherwise the Committee on Ap- 
propriations reach agreement and report the bills for consideration 
of the whole House. As we all know, bills passed by the lower 
House are for consideration next by the Senate. In that body also 
we now have a single Committee on Appropriations where appro- 
priation bills again are very carefully scrutinized before being re- 
ported for consideration of the Senate. If there be disagreement 
in the Senate on bills passed by the House, conferees of the two 
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bodies generally are named to effect a compromise. When an ap- 
propriation bill has passed both houses of Congress it is trans- 
mitted to the President who, under authority of the Constitution 
may either approve or veto. By the same authority a two-third 
affirmative vote of both houses may overcome the veto of the 
President. Appropriation bills enacted pursuant to these standards 
become Appropriation Acts which, together with voluminous other 
general statutes form the yardsticks by which all federal expendi- 
tures should be made. In the passing of such bills there is sub- 
mitted for the consideration of the Congress information as to 
the funds available and the additional revenues which must be 
provided. 

Thus it will be seen that in the federal budget system there are 
now incorporated the fundamentals of true budgeting, namely : the 
intelligent consideration of expenditures in relation to amounts 
available therefor. To secure the data upon which the budget is 
based, accounting records must of course be maintained, and that 
brings us then to my second general topic, account keeping records 
of the federal government. 

The fact that my remarks regarding such records will deal more 
particularly with the appropriation records as such, should not 
under any circumstances lead you to believe that they are in them- 
selves all of the records that need to be kept to adequately record 
transactions of the government. Among a great many people who 
are not acquainted with operations of the government, and this is 
true particularly among accountants engaged in commercial prac- 
tice, there prevails the notion that the accounting work of the 
government is inferior to that encountered commercially. Such a 
notion can proceed neither from fact nor reason. So that I might 
not be misunderstood regarding this statement, I ask your indul- 
gence in a few rather casual and superficial observations. In the 
first place, the federal government is the largest single organiza- 
tion in the world. In its banking and money transactions conducted 
through the Treasury, the Reconstruction Finance Corporation, the 
Farm Credit Administration, the Home Loan Bank Corporations, 
and a number of other similar institutions, there are encountered 
problems in banking and finance which compel the use of modern 
practice in every respect and, in a great many instances, the find- 
ing of new methods. In the Departments of Interior, Commerce, 
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Justice, Agriculture, War and Navy, and in several of the inde- 
pendent establishments such as the Veterans Administration, the 
Tennessee Valley Authority, and the Railroad Administration, in- 
vestigation will disclose complete and modern accounting systems 
for manufacturing, construction of all kinds, insurance, railroad 
operation, utilities such as electric lighting and power service, 
water service, telegraph and telephone service, hospitalization, re- 
search, farming, mining, marine service, lumbering, milling, tex- 
tiles, canning, fisheries, wholesale and retail store operations, and 
practically every single line of activity known to our modern civi- 
lization. In a great many of these operations, though the impres- 
sion to the contrary seems to prevail, profit and loss are factors. I 
bring this to your attention because I want you to know that there 
are encountered in the service of the government problems worthy 
of the attention and interest of the best accounting minds in the 
Nation. 


Section 309 of the Budget and Accounting Act of 1921 provides: 


The Comptroller General shall prescribe the forms, systems, and pro- 
cedure for administrative appropriation and fund accounting in the several 
departments and establishments. 

That language has been interpreted to mean all accounting 
records of whatever sort needed to be maintained by a govern- 
mental agency. Among the varied accounting systems prescribed 
by the Comptroller, none has afforded so much opportunity for 
complete uniformity as the so-called appropriation record. When 
an appropriation is made by law the amount thereof is established 
on the books of the Treasury by what is known as an Appropria- 
tion Warrant. The records of the department or establishment 
under the jurisdiction of which an appropriation is to be spent have 
been prescribed by the Comptroller General and comprise a con- 
solidation of accounts classified generally as proprietary and 
budgetary. Using the appropriation warrant as the posting media 
entries are made as follows: 


Cr. Unallotted Appropriations................ Xxx 


As a means of budgetary and administrative control, the Unallotted 
Appropriation account is subdivided into allotments on varying 
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bases which represent definite limitations upon expenditures for 
specific purposes. They are generally created by administrative 
direction upon so-called allotment advices which serve as the post- 
ing media for debiting Unallotted Appropriations and crediting 
Unencumbered Allotments. 


Dr. Unallotted Appropriations............ xx 
Cr. Unencumbered Allotments................. XX 


It is necessary under the allotment system to know the unencum- 
bered balances thereof and for such purpose all encumbrances as 
they occur and become known are charged to Unencumbered Allot- 
ments and credited to an account called Unliquidated Encum- 
brances. 


Dr. Unencumbered Allotments............. xx 
Cr. Unliquidated Encumbrances................ xx 


Such postings are made from purchase orders, memorandum copies 
of bills of lading, travel orders, etc. When the amount of an en- 
cumbrance has been definitely determined, it is stated on a standard 
form of government voucher, properly certified and approved and 
placed in line for payment. Approved vouchers are debited to the 
account Unliquidated Encumbrances and credited to an account 
designated Expended Appropriations. 


Dr. Unliquidated Encumbrances........... xx 
Cr. Expended Appropriations................. xx 


In the four accounts thus far mentioned there is preserved the fun- 
damental appropriation control. [The sum of the credit balances of 
Unallotted Appropriation, Unencumbered Allotments, Unliqui- 
dated Encumbrances, and Appropriations Expended should at all 
times be equal to the amount appropriated.] The amount appro- 
priated is equal to the sum of the credit balances of Unallotted 
Appropriations, Unencumbered Allotments, Unliquidated Encum- 
brances and Appropriations Expended. It is the rule in govern- 
mental operations that the spending agency be independent of the 
obligating agency. Accordingly, when vouchers are approved as 
proper charges against the United States under the appropriations 
shown thereon, they are scheduled and forwarded to regularly ap- 
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pointed disbursing officers for payment. There are at present over 
1,000 such officers to whom funds are advanced by the Treasury on 
so-called Accountable Warrants. Such advances are generally 
recorded on the administrative books as debits to Disbursing Of- 
ficers Cash and as credits to Treasury Cash. Through the Dis- 
bursing Officers Cash accounts, the administrative office is in- 
formed as to the amount of cash under respective appropriations 
available for the payment of vouchers through disbursing officers. 
When vouchers are forwarded for payment they are also charged 
to an account designated Undistributed Expenditures and credited 
either to Disbursing Officers Cash direct or to a Deferred Credit 
account established thereunder. Where the Deferred Credit ac- 
count is used, posting to credit Disbursing Officers Cash with cor- 
responding debit to the Deferred Credit account is made from 
notification by the Disbursing Officer that the vouchers have been 
paid. The account Undistributed Expenditures is simply a clear- 
ing account. From an analysis of the vouchers and subsidiary 
records, the debit balance accumulated therein is cleared at regular 
intervals by debits to accounts for assets acquired such as land, 
buildings, equipment, stores, etc., and to current costs. In prac- 
tically all appropriation accounting systems the use of current costs 
and asset accounts is urged. Cost accounting procedures vary of 
course to meet the requirements but few if any unorthodox prac- 
tices are advocated or approved. All expenditures of the govern- 
ment are classified by objects such as salaries, supplies, equipment, 
etc. By General Accounting Office Bulletin No. 1 expenditure 
classifications affording very detailed refinement are prescribed. 
Receipts likewise are classified. On the administrative appropria- 
tion record receipts will appear generally as being available or not 
available to the agency by which received. Available receipts result 
from recovery of erroneous payments or from sources where the 
proceeds are authorized to be covered into available appropriations 
or from so-called special deposits. Such receipts are charged to 
the account Disbursing Officers Cash as they reach the custody of 
disbursing officers for proper application, and credited—in the case 
of repayments to appropriations—to the account Undistributed 
Expenditures and are also appropriately recorded in the allotment 
accounts. In the case of special deposits credit is taken to an 
account so designated. 
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A transcript of appropriation account balances stated in balance 
sheet form will show on the debit side, first Cash divided between 
the amount in the Treasury subject to accountable warrant and 
the amount to credit of disbursing officers. The latter may be 
shown by individual officers. Next would appear the Unavailable 
Cash, Accounts Receivable, representing amounts billed but not yet 
collected; Estimated Receipts under which are recorded amounts 
of estimated receipts to supplement appropriations ; Stores ; Equip- 
ment, other assets classified; Current Costs; and possibly some 
Deferred Items. On the credit side there would appear Special 
Deposit Obligations representing amounts received from private 
sources for expenditure for certain designated purposes; General 
Fund Revenues representing amounts of unavailable receipts for 
which the particular unit is accountable; Surplus representing as- 
set accumulations from grants, gifts or prior year expenditures ; 
and the appropriation group of accounts previously described. 


These accounts when stated in opposition as indicated provide 
a true form of balance sheet. They are supported by subsidiary 
records as needed. Typical of these will be detailed records under 
Disbursing Officers Cash which are maintained by disbursing of- 
ficers ; stores and equipment records, salary and retirement records, 
account receivable ledgers, detailed cost records, special deposit 
account ledgers, and expenditure classification accounts which may 
be found either in the accounting office or some other unit and the 
detailed allotment accounts which in all cases are kept in the ac- 
counting office. While some of the subsidiary records mentioned 
are not maintained in the accounting office as a part of its regular 
work, they are nevertheless subject to control by and reconciliation 
with the general ledger accounts which they support. For the pur- 
pose of close administrative control various types of financial state- 
ments are prepared at regular and irregular intervals. Most com- 
mon among such statements is the statement of allotment ledger 
balances which, in some cases, is accompanied by carbon copies of 
the allotment ledger accounts (Exhibit A) from which the single 
items charged against allotments may be scrutinized. In govern- 
ment accounting practice allotments and appropriations are charged 
with obligations as soon as they become known. This is not done 
in regular commercial practice but there are good reasons for it in 
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the government. Notable among such reasons is the anti-deficiency 
Act which provides that : 


“no executive department or other Government establishment of the United 
States shall expend, in any one fiscal year, any sum in excess of appropria- 
tions made by Congress for that fiscal year, or involve the Government in any 
contract or other obligation for the future payment of money in excess of 
such appropriations unless such contract or obligation is authorized by law.” 


The same Act also requires that appropriations shall be apportioned 
by monthly or other allotments to prevent expenditure in one por- 
tion of the year which may necessitate deficiency or additional ap- 
propriations to complete the service of the fiscal year for which 
said appropriations are made. Provision is made in the administra- 
tive appropriation account keeping procedure prescribed by the 
Comptroller General to meet all of the administrative needs in ef- 
fecting a judicious use of funds to be expended under respective 
jurisdictions; for complete compliance with general and specific 
statutes ; for the development and compilation of statistical data ; 
for complete and adequate accounting ; and for intelligent analysis 
and effective budgetary control. From these records there is com- 
piled the data comprising the Budget. Governmental fiscal oper- 
ations as now accomplished form complete cycles. If we begin first 
with the budget we will find set forth the estimated expenditure 
program in detail as to the number of persons to be employed, the 
average salaries to be paid, the other objects of expenditure such 
as supplies, telegraph, telephone, travel, transportation, equipment, 
and so forth. If such estimate be enacted into law there will be re- 
ported back at the end of the fiscal year to the Bureau of the 
Budget the same detail as to the amounts actually spent and if the 
appropriation be one that is to be continued the cycle begins again. 
In this illustration, I have given you the simplest type of appro- 
priation record. That is because I do not have the time to tell you 
about the many variations in appropriation language which impel 
the establishment, in many instances, of a variety of complex ac- 
counts. Whatever the system may be, I want you to know that de- 
viation from the practices as to which it has thus far been possible 
to establish uniformity is approved by the Comptroller General 
only when such deviation is deemed necessary in order to serve 
fully the administrative budgetary and accounting requirements. 
The appropriation records which I have described are maintained 
by the several departments and establishments and represent the 
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Departmental record on appropriations. Records on each indi- 
vidual appropriation are maintained also in the Division of Book- 
keeping and Warrants of the Treasury Department and in the 
General Accounting Office. These latter appropriation records do 
not reflect the detail carried in the departmental record but record 
summary transactions in the form of withdrawals for accountable 
officers and covering warrants on account of repayments. Recon- 
ciliation of the two records must take into account unexpended bal- 
ances to the credit of accountable officers and repayments not yet 
covered-in. 


Accounting Records 


The task of advancing and bringing about a proper standard of 
uniformity in the accounting records of the government has not 
been a simple one nor has the progress thus far made been easily 
accomplished. The extent to which this movement has progressed, 
however, demonstrates conclusively the desirability for going for- 
ward, and the desirability also for effecting in connection therewith 
a complete coordination of the whole fiscal record of the Govern- 
ment so that there might be regularly produced a real balance sheet 
for the federal government. To all persons concerned in the wel- 
fare of our country, such a statement would afford interesting 
study. I wish I had the time to discuss in the detail which the 
matters warrant, the advances that I believe can and should be 
made for a completely coordinated account keeping structure for 
the federal government. Subsidiary accounting records should be 
definitely tied in with their respective controls and regularly recon- 
ciled. We can all agree on that as a fundamental requirement for 
good accounting and that principle is being adhered to in the de- 
velopment of intra-departmental and inter-bureau systems. I think 
we are now fast approaching the stage in our account keeping 
studies when the bureau systems may be coordinated with cen- 
tralized departmental controls, which in turn will form integral 
parts of one grand centralized accounting system for the federal 
government, as a whole. The success of this undertaking like all 
others of major importance deserves, and must presuppose the full 
cooperation of all involved therein. Under existing law the respon- 
sibility for attaining this objective is lodged in the Comptroller 
General of the United States specifically and in every official of the 
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government generally. If the plain intent of the Budget and Ac- 
counting Act of 1921, as I interpret such intent, can be given full 
effect, no further legislation is needed to carry to a successful con- 
clusion the task now in progress. It is my opinion that full power 
and authority is now vested in the Comptroller General. That view, 
however, is not shared by all connected with the service of the gov- 
ernment. The undertaking is such that success can be assured only 
by an undivided responsibility and authority and, as I have said, 
the cooperative support of all involved. 

Throughout this discussion I have spoken of what we generally 
style our accounting record as “account keeping records” and I 
reserved as a general topic the word “accounting.” I referred also 
to the matter of accounting as constituting a fundamental principle 
of government. My purpose in presenting the subject of budgeting 
and accounting to you in this light was to place before you, as I 
visualize it, a problem comprising three rather distinctive phases. 
Budgeting simply means that we are proposing to spend certain 
sums and for meeting such expenditures we plan suitable revenue 
programs. When agreement is reached we appropriate and levy 
taxes or borrow accordingly. We next maintain records of what 
we spend and what we receive and we utilize these records for the 
purpose of administration during our spending, as a basis for 
future estimates and for the purpose of accounting. I have com- 
mented, in a general way of course, upon the phases of budgeting 
and account keeping records and I shall now try to make clear to 
you my views regarding “accounting.” 


Accounting 


In his annual report for the fiscal year 1928, the present Comp- 
troller General of the United States, the Honorable John R. Mc- 
Carl said: 


It was recognized as early as the parable of the ten talents that a prin- 
cipal should require an accounting from an agent for his care, custody, and 
usage of moneys of the principal. In our system of Government the people 
have retained, in Article 1 of the Constitution, control over the raising of 
revenue and the appropriation of same for the public good, and this control is 
exercised through the Congress. Ever since the beginning of our Govern- 
ment, and even before, the Congress has stated with more or less particularity 
in the appropriation acts, the purposes for which the appropriations should 
be used and has generally required the spending agencies to show to the 
Congress, through the accounting officers of the United States, that the 
moneys had been expended for the purpose for which appropriated. 
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That, if you will, is what I have classified for the purpose of this 
discussion, as “accounting.” It is the reporting of the agent to his 
principal for his care, custody, and usage of funds placed under 
his jurisdiction for the accomplishment of certain definite purposes. 
Under the Constitution of the United States no money may be 
drawn from the Treasury but in consequence of appropriations 
made by law and the Congress as early as 1809 provided by what 
is now section 3678 of the Revised Statutes that sums appropri- 
ated for the various branches of expenditure in the public service 
shall be applied solely to the objects for which they are respectively 
made, and for no others. As elected representatives of the people, 
it is the authority and the responsibility of the Congress to direct 
the uses of public moneys. The specifying of details in appro- 
priation enactments is the product and outgrowth of congressional 
control in using appropriated moneys and is to safeguard against 
use for objects foreign to the purposes for which appropriated. 
Accounting for public moneys therefore consists in determining 
that funds appropriated are applied solely to the purposes for 
for which they are respectively provided and no others. This is 
primarily a legal problem which, under the provisions of the 
Budget and Accounting Act, 1921, is vested in the Comptroller 
General of the United States. In every instance it is first neces- 
sary to determine whether the proposed expenditure is one au- 
thorized to be made by the officer attempting to make it, whether 
an appropriation has been provided from which the expenditure 
may be made, and whether there has been a compliance with the 
many mandatory provisions of law designed to secure publicity in 
the expenditure of public funds and equal rights to all citizens. 

Accounting in the federal government is secured through vouch- 
ers and accounts rendered pursuant to law by the paying officers 
to the accounting officers of the government, the General Account- 
ing Office, in such form as the Comptroller General shall direct. 
I wish that we had the time here to consider just briefly the many, 
many problems involved in the development of forms, certificates, 
records and procedures, calculated to afford proper safeguards 
and to insure adequate accounting. I cannot do that tonight but I 
can give you assurance that under the provisions of the Budget 
and Accounting Act, 1921, the Director of the Bureau of the 
Budget and the Comptroller General of the United States are 
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striving assiduously to maintain high standards in the administra- 
tion of our fiscal affairs. As accountants and good citizens, I am 
sure you will all agree that the greatest safeguard to economy and 
efficiency in the expenditure of public moneys and the preserva- 
tion of the trust and confidence of the people in their Government 
is the utmost publicity in all the fiscal transactions in which repre- 
sentatives of the United States may be engaged. 

It is fundamental in our form of government that the powers 
and duties of the agencies through which our many and varied 
functions are accomplished proceed solely through provision by 
law, either constitutional or statutory, and in the spending of the 
vast amounts now required for the administration of our affairs 
it is none the less fundamental that each of the agencies through 
which these affairs are conducted be required to render an account 
of their stewardship. It is none the less fundamental that the ren- 
dition of proper accounting shall be to the principal or to an inde- 
pendent agency created pursuant to law by the principal for the 
purpose thereof. When I said a little while ago that I considered 
the Budget and Accounting Act of 1921 to be the greatest piece of 
constructive legislation ever enacted by an American Congress it 
was because I believe there are contained within its provisions three 
principles of government and administration that are essential to 
our national welfare. First, a careful analysis and consideration 
of our proposed expenditures in relation to our receipts; second, 
the establishment and maintenance of adequate records of the re- 
ceipt, disbursement and application of public funds and third, a 
full accounting on the part of every officer charged with the respon- 
sibility for accomplishing a part of the administration of our af- 
fairs. These principles are vouchsafed to us under the provisions 
of the Budget and Accounting Act, 1921. 

Rumor is occasionally heard that efforts will be made to break 
down the independent accounting system—and when I refer now 
to accounting system, I mean the system of records and account- 
ing as administered by the General Accounting Office. In my 
opinion such a thing is unthinkable and can be conceived only in 
the minds of those chafing under restriction and the urge to greater 
efficiency and publicity in the conduct of their official affairs. 

During the twelve years which have passed since the enactment 
of the Budget and Accounting Act, recommendations have been 
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made for legislation designed to strengthen the principles estab- 
lished. Of paramount importance in this regard, is the matter of 
accounting for incoming moneys of the Government. It is obvious 
that receipts are necessary before there can be payments but exist- 
ing law has not yet been interpreted so as to permit the function- 
ing of the General Accounting Office as completely in the auditing 
of revenues as in the auditing of receipts. The collection of rev- 
enues of the United States is largely a matter of administrative 
action on the part of those officers charged with the responsibility 
for determining the amount due. The present situation may be 
compared with the ordinary commercial enterprise, where the audi- 
tors check all items of expenditures very carefully but limit their 
check on revenues to an audit of the disposition only of amounts 
actually received, and make no attempt to establish that amounts 
due have been levied and/or collected. 

Of equal importance is the need for complete accounting on the 
part of all agencies of the government. During recent years gov- 
ernmental activities clothed in corporate and other form have suc- 
cessfully resisted efforts to cause an audit of their fiscal trans- 
actions. 

The Comptroller General of the United States, in commenting 
upon the need for legislation in this regard, said in his annual 
report for the fiscal year, 1932: 

It is appreciated that when the Government undertakes the conduct of a 
corporate activity, commercial in nature, there may frequently be required 
expenditures, which, because of the nature of the activity, cannot be allowed 
by the accounting officers, under laws applying to Government transactions 
generally. It does not, however, necessarily follow that because this is 
true the expenditures and receipts of the activity as a whole should be 
immune from an independent audit. Rather does it mean that in framing 
the independent audit provision for incorporation in the legislation creating 
the corporate activity language should be embodied in the form of a proviso 
or otherwise—to the effect that in auditing such of its expenditures as other- 
wise are correct credit shall be allowed for those necessitated solely by 


the nature of the activity without regard to their conformity with laws ap- 
plicable to public expenditures generally. 


It is inconceivable that vast sums of public moneys should be col- 
lected and spent without audit and without the requirement for an 
accounting. That this state of affairs did not escape the watchful- 
ness of the President for the public good is evidenced by Execu- 
tive Order No. 6549 issued January 3, 1934, which directs that : 

Accounts of all receipts and expenditures by Governmental agencies, 
including corporations, created after March 3, 1933, the accounting pr 
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for which is not otherwise prescribed by law, shall be rendered to the Gen- 
eral Accounting Office in such manner, to such extent, and at such times as 
the Comptroller General of the United States may prescribe. 

If you believe in these principles, I trust you will support efforts 
to perpetuate and enhance their value to our country. 

It is important that we view budgeting and accounting for the 
federal government, not only as a branch of the science of admin- 
istration but as a very vital factor in our national life. 
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PROPOSED BILL BEFORE THE HOUSE OF 
REPRESENTATIVES 
730 CONGRESS 
IST SESSION 
H. R. 6038 


IN THE HOUSE OF REPRESENTATIVES 
JUNE 10, 1933 
Mr. SHANNON introduced the following bill; which was: referred 
to the Committee on Expenditures in the Executive Depart- 
ments and ordered to be printed. 


A BILL 


To provide for the establishment and maintenance of a standard 
system of cost accounting and cost reports for the executive de- 
partments of the United States. 

Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, That every 
executive department, independent establishment, office, and bureau 
of the United States shall establish and maintain a standard, uni- 
form system of accounting and cost finding which will disclose the 
cost of each and all of the factors entering into and forming part of 
the cost of any manufacturing, construction, reconstruction, or re- 
pair operation undertaken by any. executive department, inde- 
pendent establishment, office, or bureau or any agency controlled 
by them or any other agency of the Government which may now 
or hereafter be engaged in the above operation, regardless of the 
appropriation to which any or all of them may be chargeable. 

Sec. 2. Every system of accounting aforesaid shall contain the 
following defined elements : 

The element of “cost,” by which is meant the cost of all direct 
labor, cost of all direct materials, all direct expenses, all overhead 
expenses, and interest on investment in property, equipment, and 
facilities used in or pertaining to the operations coming within 
the scope of this Act. 

The term “direct labor” means salaries, wages, or other compen- 
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sation paid for labor directly performed upon the work under- 
taken or upon the component parts of the articles or things 
produced. 

The term “direct material” means the cost of raw materials and 
purchased component parts entering directly into the work under- 
taken or into the articles or things produced, including, where 
specifications call for special packages and containers, the cost of 
such packages and containers. The cost of direct materials will be 
the invoice cost less any trade or quantity discount, plus duty and 
import expenses, freight, express, and drayage. 

The term “direct expenses” means expenses of whatever nature 
directly appertaining to the work undertaken or to the articles or 
things produced, such as traveling and other field expenses occa- 
sioned by and solely in connection with a specific project; profes- 
sional services, engineering, plans and drawings for a specific 
project. 

The term “overhead expenses” means— 

(a) Expenditures applicable to and necessary in connection with 
any work or operation undertaken or any article or thing produced, 
and not properly chargeable to “direct labor,” “direct material,” 
or “direct expenses,” and which are allocable to two or more sim- 
ultaneous or successive projects within an accounting period, in- 
cluding supervision, indirect labor (such as factory trucking, clean- 
ing, inspection and other labor, the cost of which is not included 
in other overhead items) ; supplies (such as oils, waste, cleaning, 
hardening, tempering, and grinding supplies); fuel used, other 
than in the production of light, heat,,and power ; small tools (such 
as drills, files, reamers, and saw blades) ; water ; repairs to build- 
ings, machinery and equipment; insurance; depreciation and ob- 
solescence of plant and equipment; light, heat, and power, includ- 
ing fuel and power-house wages ; engineering, plans, and drawings ; 
factory management and general plant expense (such as telephone, 
stationery, purchasing department, cost and time-keeping depart- 
ments, safety work, fire prevention, sanitary supplies) ; and prop- 
erty taxes: Provided, That the foregoing enumeration of specific 
items and advisory illustrations shall not be held to exclude such 
other items as are properly chargeable to overhead expense in ac- 
cordance with prevailing and generally accepted accounting prac- 
tice in private industry. 
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(b) A pro rata share of every administrative expense of every 
executive department, independent establishment, bureau, office, 
and all and every agency under their control or direction, involved 
in any work or operation undertaken by them or any article or 
thing produced. Such administrative expense shall include interest 
on investment in any public property, equipment, and facilities, of 
every executive department, independent establishment, bureau, 
office, and all and every agency under their control or direction, in- 
volved in any work or operation undertaken by them or any article 
or thing produced. 

The terms “wages,” “salaries,” and “other compensation,” 
whether included as a part of direct labor cost or as an item of 
overhead expense, shall include the remuneration paid to public 
employees during leave of absence and for holidays. 

Whenever and wherever “overhead expenses,” “administrative 
expenses,” or interest on investment, are allocable to two or more 
simultaneous projects, or to succesive projects in the same account- 
ing period, such allocation shall be made on a fair and equitable 
basis and in accordance with bases commonly accepted and fol- 
lowed in private industry. 

Sec. 3. Every executive department, independent establishment, 
office, and bureau of the United States or under their respective 
direction and control, shall promptly prepare upon the completion 
of a project, and keep a report of cost in accordance with the uni- 
form cost accounting system herein required, which shall clearly 
show the charges made for each of such items of cost, and if such 
cost includes the amounts for overhead expenses allocable to more 
than one project, shall set forth the basis on which allocation was 
made. Whenever and wherever any item or items of cost cus- 
tomarily incurred by private industry (such as insurance, compen- 
sation to employees for accidents and diseases arising out of in- 
dustrial employment, taxes, licenses, performance bonds and pen- 
alties), are not included in cost as herein required to be determined 
and reported because no expenditure therefor was made, such item 
or items shall be fully and clearly disclosed in each such report 
of cost. 

Sec. 4. All reports required by Section 3 shall be public records, 
available for inspection. Copies thereof may be had upon applica- 
tion and payment of a suitable fee under reasonable rules and 
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regulations to be made by the head of the executive department, 
independent establishment, bureau, office, or other agency of the 
Government required to maintain such reports. 

Sec. 5. Hereafter, whenever any estimate or bid shall be re- 
quired or offered by any executive department, independent estab- 
lishment, bureau, office, or other agency of the Government for 
work to be done or articles or things to be produced in competi- 
tion with private bidders, such bids or estimates shall include an al- 
lowance for all the items directed by this Act to be included in 
cost, regardless of the appropriation to which such items may be 
charged. Such bids or estimates shall fully and clearly disclose any 
and every item of cost customarily incurred by private bidders for 
the subject matter of competition but for which no allowance has 
been included in the official bid or estimate, because no charge or 
expenditure therefor will or has been made by such executive de- 
partment, independent establishment, office, bureau, or other 
agency. 

Sec. 6. Every executive department, independent establishment, 
bureau, office, or other agency of the Government shall annually 
prepare a report on all work undertaken or articles or things pro- 
duced during the preceding fiscal year, which report shall show 
in composite form all of the cost entering into such work or pro- 
duction, and in addition shall set forth all losses occasioned dur- 
ing such fiscal year through the dismantlement or abandonment of 
property, equipment and facilities used in or for such work or pro- 
duction or theretofore used for like work or production. The re- 
ports required by this paragraph shall likéwise be public records, 
available for inspection. 
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OUR OPEN FORUM 


Dear Mr. Dickerson: 

The Bulletin of February 1, 1934 which has the two papers on Experi- 
mental and Developmental costs has just been received. The combination 
is an excellent one. I like the second paper even better than the first one. 
This Bulletin gives me something I have been looking for and I assume 
there are many others like me. 

In our organization we are using plans similar to the ones described 
and these Bulletins strengthen our position in maintaining and amplifying 
our method. 

Henry P. 
Hookless Fastener Company, 
Meadville, Pa. 
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